Abstract A main goal of the Affordable Care Act is to provide Americans with access to affordable coverage in the individual market, achieved in part by promoting competition among insurers on premium price and value. One primary mechanism for meeting that goal is the establishment of new individual health insurance marketplaces where consumers can shop for, compare, and purchase plans, with subsidies if they are eligible. In this issue brief, we explore how the Affordable Care Act is influencing competition in the individual marketplaces in four states-Kansas, Nevada, Rhode Island, and Washington. Strategies include: educating consumers and providing coverage information in one place to ease decision-making; promoting competition among insurers; and ensuring a level playing field for premium rate development through the rate review process.
consumers must purchase coverage through the marketplaces. This provides an incentive for insurers who want to gain access to those potential customers to offer marketplace coverage. Additionally, the tax credits offered are based on a benchmark plan-that is, the second-lowest-cost silver plan available on the marketplace-and consumers shop for plans by comparing the benchmark plan to other plans. This ability to comparison shop encourages insurers to compete on price and value. Finally, as a safeguard against unreasonable premium hikes, the states are required to review premium rate increases to ensure that such increases are reasonable. 2 Early indications suggest that the Affordable Care Act's approach to developing a competitive environment in the individual marketplaces is working. A national survey found that the number of insurers offering health insurance coverage through the marketplaces increased from 2014 to 2015. 3 In addition, there was generally no increase in average premiums for marketplace plans from 2014 to 2015, including the average benchmark premium. 4 Finally, although not the focus of this study, recent analysis suggests only a modest increase in average premiums for lowest-cost silver plans from 2015 to 2016. 5 This issue brief explores some of the ways in which the Affordable Care Act is influencing competition in the individual marketplaces in four states are promoting competition: educating consumers and providing coverage information in one place to ease decision-making; encouraging insurer participation; and ensuring a level playing field through the rate review process.
METHODS
We conducted interviews with stakeholders in Kansas, Nevada, Rhode Island, and Washington, based on the following criteria: insurers offering silver plans at or below the national monthly premium average of $314, premium increases from 2014 to 2015 of 1 percent or less for such plans, and at least one new insurer offering coverage on the marketplace in 2015. 6 These four states are also geographically diverse and have different individual marketplace models (i.e., federally facilitated vs. state-based). Stakeholders included representatives from insurers participating in the marketplaces, senior officials from the state departments of insurance, and senior staff members at the state-based marketplaces. Between January and March 2015, we conducted 15 interviews using standard protocol questions developed for this issue brief.
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FINDINGS
Marketplaces Promote Price Competition Through Comparison Shopping
One way the marketplaces encourage competition among insurers is by providing information to consumers-allowing them to see their coverage options in one place and make educated decisions. State officials and insurers in all four states said that the marketplaces have made progress toward this goal by providing a platform to make it easier to compare and purchase plans. Stakeholders across the study states suggested that the marketplaces have been most adept at promoting competition based on price. 8 One insurer noted that the marketplace has forced carriers to be more strategic from a pricing perspective when it comes to setting rates because consumers now can use the shopping portal to quickly hone in on plans with low premiums. 9 However, insurers and state officials cautioned that shopping based solely on price has its limitations. Regulators and insurers consistently stated that consumers should consider other factors, including quality, cost-sharing structures, and provider networks. However, this information is not as easily comparable (or in some cases, not yet available) through the marketplace. For example, one insurer noted the importance of distinguishing innovative plans that may be attractive to consumers, like patient-centered medical home plans, from other plans offered on the marketplace. Some stakeholders expressed concern that consumers might have too many plans to wade through and suggested that marketplaces limit the number of offerings so consumers are not overwhelmed by choice and can meaningfully differentiate among their options.
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Promoting Marketplace Competition Through Insurer Participation
Stakeholders indicated that the marketplaces are trying to encourage more insurers to participate. Regulators and marketplace officials in all four states expressly stated that they encouraged new insurers to enter the marketplace in 2015 and were willing to work directly with insurers to ensure a smooth entry process. That said, as one stakeholder indicated, an insurer ultimately must make the business decision as to whether it's worth the time, effort, and cost to enter the marketplace. Regulators and marketplaces can facilitate the entry process, but the ultimate decision rests with the insurer and depends on its assessment of the competitive landscape. Even if an insurer does participate in the marketplace, there is significant flexibility under federal and most state laws in terms of where the insurer markets and sells coverage. Of the study states, only Rhode Island requires insurers to offer marketplace coverage across the entire state. 11 In the larger study states (i.e., Kansas, Nevada, and Washington), insurers can limit their marketplace offerings to a single county (Exhibit 1), leading to significant within-state variation in the number of available plans on a county-by-county basis.
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For example, in Nevada, only two of five insurers participating in the marketplace offer products in every county within the state. 
Exhibit 1. Insurer Participation by County and Rating Area in the Individual
Insurers Are Competing on Premiums in the Marketplaces for 2014 and 2015
Premium tax credits and cost-sharing subsidies are tied to the benchmark plan (i.e., the secondlowest-cost silver plan). 13 In their second year of operation, many health insurance marketplaces saw either a change in the insurer offering the lowest-or second-lowest-cost silver plan or a decrease in premium in at least one rating area. 14 This finding suggests that insurers are competing to offer the lowest-cost silver plans to attract consumers who are shopping for coverage based on price and premium subsidies tied to those plans. 15 In fact, from 2014 to 2015, the insurer offering the lowest-cost silver plan changed in Rhode Island (statewide), Washington (in at least one rating area), Nevada (in at least two rating areas), and Kansas (in at least three rating areas). 16 Additionally, the insurer offering the second-lowest-cost silver plan changed in Rhode Island (statewide) and Washington (in at least three rating areas). In Kansas, in the three rating areas examined, either Coventry Health and Life Insurance Company or Coventry Health Care of Kansas, Inc. offered the lowest-cost silver plan in 2014.
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Marketplace Uncertainty May Be Driving Competitive Premiums
Insurers and state regulators noted that during the first two years of the ACA marketplaces, insurers have had greater flexibility to price plans more competitively because of uncertainty in the marketplaces. Specifically, interviewees pointed out that insurers did not yet have the actual underlying claims data to substantiate 2015 premium rates. Because they lacked knowledge of the risk profiles of marketplaces enrollees, insurers had the flexibility to price aggressively or conservatively. As insurers acquire more data over time, their ability to compete on price may become more limited. For instance, medical loss ratio requirements will dictate the amount of premiums they must use to pay for medical services. Additional limitations include regulations against overpricing products, guaranteed issue and community rating requirements that regulate how premiums must be set, and actuarial value and essential health benefit requirements. Once these uncertainties are eliminated, the real pressure point for premium pricing may shift to medical management and the reimbursement rates negotiated between providers and insurers. For instance, both state regulators and insurers said that it is much easier to leverage more favorable reimbursement rates with providers in urban areas, where provider competition tends to be more robust. An insurer in Nevada noted that in more rural areas, providers are able to extract higher reimbursement rates because of lack of competition. This results in higher medical costs, which translates to higher premiums. Rhode Island has addressed this issue by requiring insurers to include a specific provision in each hospital contract that limits yearly hospital reimbursement increases. Stakeholders generally agreed this requirement provides insurers with the necessary leverage to negotiate competitive reimbursement rates with hospitals. 18 Other respondents suggested that insurers are looking to establish long-term relationships with providers and develop networks and marketplace offerings around those relationships, but indicated that robust network adequacy requirements might stifle innovation around strategic provider-insurer partnerships.
Rate Review Plays a Role in Ensuring Fair Competition
To promote fair competition among insurers, the Affordable Care Act requires states to have an effective rate review program. Regulators review premium rate increases in the individual and small-group markets within and outside the marketplaces to ensure that such increases comply with the law's requirements and are not excessive, unjustified, or unfairly discriminatory. 19 In states that do not have an effective rate review program, the federal government reviews rates. All four study states are considered effective rate review states under federal law, as defined by the U.S. Department of Health and Human Services. 20 Additionally, they have the authority to approve or disapprove an insurer's premium rates. 21 Despite some similarities, stakeholders held varied opinions on the role of the rate review process itself. State regulators, marketplace officials, and insurers uniformly agreed that a key function of effective rate review is to ensure that insurers remain solvent and can continue to pay claims for enrollees when they come due. Respondents in all four states believed their regulators were competently performing this function, but had different perspectives on rate review in other areas. In Kansas and Nevada, stakeholders generally agreed that the insurance department should not be in the business of setting premium rates, but rather should review them for adequacy and reasonableness. This is a critical role for state regulators, especially in an environment like the health insurance marketplace where insurers are incentivized to complete on price. In some cases, state regulators may need to push insurers to increase their rates so that their efforts to compete will not compromise solvency. In Washington and Rhode Island, stakeholders indicated that insurance regulators generally take a more aggressive approach and push back on the initial rates filed by insurers and try to extract lower ones, if appropriate. In Rhode Island and Nevada, regulators publicly post the insurers' initial filings and then allow insurers to revise their rates within a specified time frame after reviewing competitors' rates. Stakeholders said this practice resulted in lower premiums.
Despite varying perspectives, the final approved rates in all four study states in 2015 were lower than the rates initially filed. In some cases, the final rates were significantly lower (Exhibit 2). For example, in Rhode Island, the final approved base rate for individual market polices offered by Blue Cross and Blue Shield was 4.3 percentage points lower than originally requested. 22 This represents an average annual savings of $161 per year on premiums for consumers before accounting for federal premium subsidies. This suggests that regulators have the ability to put downward pressure on rates during the review process. 
Exhibit 2. Proposed and Approved Health Insurance Rate Increases from 2014 to 2015
DISCUSSION
A main goal of the Affordable Care Act is to provide Americans with access to affordable coverage in the individual market. This will be achieved in part by promoting competition among insurers on premium price and value. Our research suggests that the individual marketplaces are creating an environment in which insurers are participating and competing for consumers. To foster this competitive environment, regulators in the four study states indicated they are encouraging new entrants to increase participation within the marketplaces and using the rate review process to ensure a level playing field. State regulators, marketplace officials, and insurers agreed that in these early days of full implementation, competition was largely focused on premium price and not on improving value and quality for enrollees. For example, innovation in plan design-when it existed-appeared to be largely focused on features that would lower premiums rather than improve quality. In fact, one insurer introduced a narrow network plan that eliminated enrollees' access to out-of-state in-network providers solely to lower premium prices.
Stakeholders also agreed that although marketplaces are providing a platform to shop for and compare plans on price and other basic features, consumers lack the sophisticated decision-making tools to allow them to fully evaluate a plan in terms of quality, network design, and cost structures.
It may simply be a question of time before consumers can shop based on both price and value. Insurers may be better positioned to compete on value once the individual marketplaces stabilize. They need complete claims data to evaluate enrollee risk and a stable regulatory and competitive environment. This could take several years, but insurers will then be better positioned to identify real opportunities to compete on value, in addition to price.
In the meantime, state marketplaces can continue to foster a competitive environment by encouraging new entrants and enhancing marketplace platforms to assist enrollees in decision-making. In addition, federal officials recently reaffirmed the authority of marketplaces to selectively contract with insurers that provide quality and affordable coverage to individuals-this is also known as active purchasing. Regulators are exploring how best to use this authority in the federal marketplace to ensure that health plans "provide quality coverage to consumers to meet the Affordable Care Act's goals." 23 The early efforts of state-based marketplaces that have embraced selective purchasing may help to identify policies that show promise in promoting quality, value, and robust competition. 24 
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